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Canadian Arctic Gas Study Limited has been engaged in examining 
- the feasibility of constructing a natural gas pipeline from Alaska 
and the Mackenzie Delta to potential markets in Canada and the 


United States. 


Our group comprises 25 companies, of which 10 are Canadian con- 


trolled and four have significant Canadian ownership. 


We have to date Spent more than $25 million in detailed examination 
of the engineering, environmental and economic feasibility. Design 
concepts are being proven at three experimental pipeline test facilities 
in northern Canada and Alaska. Environmental studies have cost 

$5 million to date, employing up to 55 researchers in field work, 
studying all forms of northern wildlife near possible pipeline 

routes. Detailed terrain and route studies have been conducted. 
Studies of ays northern regional economic and social impact of the 
pipeline are under way, as well as economic studies relating to 

the Canadian economy. Other studies include financing plans, 
market studies relative to projected demand for natural gas, and 


studies of proven and potential natural gas supplies. 


No industrial project in Canada has been subject to such extensive 


study. Our application will be subject to exhaustive examination 
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at public hearings. We ask you not to pre-judge this project until 


the facts have been presented and considered. 


The primary reason why Canada needs the pipeline was stated just 
last week in the report from Ontario's Advisory Committee on 
Energy, which predicted future energy shortages for Canada unless 
major new sources are made available. Referring to the frontier 
petroleum resources in the Arctic and offshore, the Committee report 
concluded, and I quote: "On the basis of present knowledge and 
forecasts, Canadian markets will require production from these 


sources by 1980." 


Based on present supply and demand projections, it would seem 
most prudent to have Arctic gas available to the Canadian market 


before the end of this decade. 


In assessing the national economic implications, it seems clear 
that the area of concern involves the short-term problem of financing 
a multi-billion dollar project. While we have by no means com- 
pleted our studies in this area, we are confident that the financing 
can be accomplished without undue pressure on the value of the 


Canadian dollar or distortion of the economy. 


Even by purchasing all of the pipe, compressor, chilling station equip- 
ment, and other materials and services available from Canadian suppliers 


at competitive prices, we will still have to purchase a substantial 
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portion of the total cost from outside Canada. This will enable us 
to finance these foreign purchases by foreign borrowing, and there- 


by minimize the effect on the value of the Canadian dollar. 


At his press conference last week, Dr. John Deutsch, chairman of 
the Ontario Advisory Committee on Energy and former chairman of 

the Economic Council of Canada, said that the enormous sums needed 
to finance the pipeline need not unduly push up the value of the 
Canadian dollar. He added that more of the project could be financed 
in Canada than pessimists believe, and this combined with careful 
timing of borrowing outside Canada could minimize anypressure on 


the exchange rate. 


There can be no question of the long-term beneficial effects on the 
pipeline for the Canadian economy. Imperial Oil has recently 
estimated that development of the Arctic petroleum resources, 
including the transportation facilities, will result in the annual 
generation of $1.3 billion in value added to the Canadian economy, 
with very eran eat implications for employment. Moreover, 
preliminary data suggest that in terms of combined direct and 
indirect employment, resource industries have about the same 


impact on the national economy as the average of the rest of industry. 


Possibly the most important thing that can be done to prevent undue 
pressure on the Canadian dollar will be to avoid "bunching up" the 


large capital expenditures required to meet energy demands. Itis 
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important to have the first large energy project, the Arctic gas 
pipeline, financed and built before we hit the peak capital require- 
ments of other big energy projects coming up, such as the James 


Bay hydro-electric development. 


Excessive delay of the pipeline would also carry a large cost 
penalty for the consumers of the gas. With a capital cost of 
possibly $5 billion and a projected inflation factor in the order of 
five per cent, the cost of the pipeline increases at a rate of $250 
million per year, or about one million dollars every working day. 
Such cost increases must ultimately be borne by the consumers 


of the gas. 


Another factor in assessing the national interest implications of 
an Arctic gas pipeline is the need for resource development to 
meet pressing economic and social requirements in northern 


Canada, 


We concur that pipeline and resource development should not impair 
the opportunity for northern residents who wish to continue to pursue 
their traditional hunting and trapping lifestyles. But not all norther- 
ners want to continue this way of life. Many northerners, and 
especially most of the younger generation, seek the benefits 

of a wage economy as an alternative to a marginal subsistence 

based on hunting and trapping in a harsh environment, or the social 
morass of welfare. Just as it would be wrong to deny the opportunity 


to those northerners who seek to pursue traditional lifestyles, surely 
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it would be just as wrong to deny the opportunity to those northerners 


who seek the benefits of a wage economy. 


As to the impact of the pipeline on the natural environment and 
wildlife resources of the north, we are convinced that with proper 
precautions this can be held to a minimal level. The pipeline right- 
of-way and compressor stations will embrace less than 40 square 
miles in the Yukon and Northwest Territories, out of a total of 
some 1.5 million square miles. The pipe will be fully buried, the 
gas will be refrigerated to temperatures below 30 degrees Fahren- 
heit to avoid permanent damage to the permafrost, and the surface 
will be re-vegetated over the buried pipeline. We are confident 
that examination of our studies during the public hearings will 
convincingly demonstrate that the pipeline environmental impact 


will be entirely acceptable by any responsible standards. 


The substantial government revenues which the pipeline would 
generate by way of development of Arctic gas is another significant 
factor in the national interest. Anticipated production royalty 
payments plus lease sales and rentals will provide hundreds of 
millions of dollars in government revenues. For example, the 
provincial governments in western Canada have generated more than 


$4 billion in net revenues from oil and gas development. 


Let me emphasize that the most important reason Canada needs the 
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pipeline is to ensure the continued availability of sufficient gas 
supplies to meet our requirements. Buta pipeline to transport 
natural gas from the Arctic cannot be economically feasible nor 
financible unless it also serves the much larger United States' 


~ market. 


A 48-inch diameter pipeline from the Arctic, with full compressor 
horsepower, would be capable of delivering considerably more gas 
than is presently being consumed in Canada. In addition, the 
annual build-up of market demand in Canada is only about six 

per cent of the volume required to support the financing of an 
-Arctic gas pipeline. Initially a substantial volume of the gas to 
be delivered by the pipeline must be dedicated to the U.S. market. 
But it is most important to realize that any increased volumes of 
Canadian gas in excess of the initial capacity of the pipeline 


could, if required ,be dedicated entirely to the Canadian market. 


The factor that is not generally appreciated is that once the initial 
pipeline is built and full compressor horsepower has been installed, 
capacity can still be continually increased by incremental expansion 
with additions of short sections of pipe, known as loops, as the 
market expands. It is not necessary to build an entirely new line 

to obtain additional capacity. It is this incremental looping which 
would permit future expansion to grow in step with and be dedicated 


to the Canadian market. 
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The amount of Canadian gas that must be initially dedicated to the 
U.S. market in order to make the pipeline economically viable is, 
of course, reduced by the amount of Alaskan gas which would flow 
through the system to the United States. Present indications 
- are that about half of the required volume would be gas owned by 


the United States. 


And this raises another important point. Were the United States 

to be faced with excessive delay in obtaining Alaskan gas by means 
of a pipeline across Canada, it could well turn to alternative means 
of obtaining that Alaskan gas. Indeed, a study has already been 
announced to determine the feasibility of moving Alaskan North 
Slope gas by pipeline to tidewater on the Alaskan Pacific coast, 
where it Pont be liquefied for shipment by tankers to markets in 


California. 


If we were to lose the advantages of the Alaskan gas flow across 
Canada, it would mean that we would have to at least double the 
initial amount of Canadian gas dedicated to the United States in 
order to achieve economic delivery of Arctic gas to Canadian con- 


sumers. 


In stressing the need to proceed without undue delay on the pipe- 
line, I want to avoid any impression that this is a crash program. 
Our present studies were initiated in 1967 and we expect to file 
applications to Canadian and U.S. regulatory authorities later this 
year. We think it might take about a year and a half from the time 
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we file to obtain all the necessary approvals. By that time, we 
will have spent at least seven years and some $50 million on studies, 
on regulatory hearings, and on pre-construction engineering. After 
approval is received it will take another three or four years (including 
delivery of materials and construction) and several billion dollars to 


build the pipeline. 


In seeking equity financing, first priority will be given to Canadian 
investors. The only limitation on Canadian ownership that we can 
see, will be the amount of funds that Canadians might wish to invest. 
It is our objective to attain at least 51 per cent Canadian equity 

- ownership, and given favorable economic and market conditions at 


the time, we are confident of our ability to achieve this goal. 


To summarize, the essential Canadian need for a pipeline from the 
Arctic is to ensure that future Canadian gas requirements will be 
satisfied. Additional benefits will be realized by way of generation 
of government revenues, by significant stimulation of the Canadian 
economy, are, of job opportunities, and by establishment of 


a viable wage economy in the north. 


The factors which compel avoidance of excessive delay include: 
--Price escalation, which adds $250 million per year to the 
cost of the pipeline and the ultimate cost of the gas; 
--The need to avoid bunching the financing of Canada's 


major energy projects; 
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--The need to ensure that Arctic gas will be available by the 
time it is required. 

--The eocortenite to take advantage of the economies of scale 
provided by the movement of Alaskan gas across Canada. 
This will minimize the amount of Canadian gas which would 
have to be dedicated initially to the U.S. market, in order 


for us to economically utilize our Arctic gas resources. 


In my mind, there is no doubt that a pipeline to transport natural 
gas from the northwestern Arctic is vital to Canada's national 


interests. 
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